Taking a balanced panel data consisting of 4365 firm-year observations drawn from the listed state-owned enterprises in Shanghai and Shenzhen Stock Exchange over 2007-2015 as the research sample, the paper examines the effect of the employees' pay-performance sensitivity (PPS) on the future firm performance from the two competing perspectives of "incentive effect" and "risk-aversion effect", adopting the method of multiple regression analysis based on OLS and applying the SPSS23 as the data processing tool. Theoretical analysis and empirical results demonstrate that there is a positive link between the employees' PPS and the future firm performance. To improve the employees' PPS can stimulate the engagement of the employees, improve their working quality, enrich their workplace innovative behavior, and further lead to higher future firm performance. Meanwhile, the positive effect of the employees' PPS on the future firm performance is, on average, lower than that of the top executives' PPS on the future firm performance. Implications of the findings are provided in the end.
Introduction
T he growing interest conflicts between the top managers, as the agents, and the shareholders, as the principals, deriving from the never-ending separation of operating right and ownership are capturing even more attention from both the scholars and practitioners, especially in China. Due to the incompleteness of hiring contract, the information asymmetry and the goal inconsistencies between the two parties, the agents' deviation and even departure from the principals' interests were most likely to emerge. In order to avoid this problem, the principal-agent theory proposes an effective application of compensation contract for the top managers. Such a contract should align the interests of the top managers with those of the shareholders by linking their compensation with firm performance. As a consequence, the pay-performance sensitivity (PPS) of top managers is always considered as the core issue of executive compensation arrangements in existing literature [1, 2, 3] .
PPS of top managers is usually defined as the positive link between executive compensation and firm performance, which is calculated by the top managers' compensation change units derived from each unit change of firm performance [4] . In existing literature, PPS of top managers is a measure of interest alignment between owners and managers [5, 6] . Therefore, the effect of top managers' PPS on future firm performance has been explored to a large extent since 1990s, both in the western countries and China [7, 8] . On the whole, the existing literature on this topic has concluded two competing views, i.e., "incentive effect" and "risk-aversion effect" [9, 10, 11] .
The former view holds that the interest conflicts between the principals and the agents can be mitigated or weakened by paying the executives strictly according to firm performance, and a higher PPS can produce higher incentive effect of the top managers. As a quintessential example, holding the view of "incentive effect", Tianna Yang and Wenxuan Hou [8] used a sample of US closedend funds from 2006 to 2009, and investigated the firm consequences of PPS of fund managers, which was specified in their contracts as the marginal rate of the funds' net asset value. It was found that fund PPS positively determined the managers' risk-taking behaviors, which would lead to higher future performance at a higher possibility, especially in the emerging markets. In contrast, the later opposite view argues that when the top executives' pay is too closely linked with firm performance, due to the nature of risk aversion, they will reduce the operating risk of the whole firm in order to avoid the extra-risk they themselves would bear. In this case, firm performance would be harmed by the executives' too much lower risk-taking behavior. As another quintessential example, holding the view of "risk-aversion effect", Ivan E. Brick et al. [4] examined the relation between PPS and future stock returns for a large sample of firms between 1992 and 2004, and concluded that higher PPS was associated with lower future stock returns.
The results of literature review demonstrate that, in most of the existing studies, except for exceedingly limited research work, the top managers' PPS produces the higher incentive effect than the risk-aversion effect. In other words, to set a higher PPS is beneficial to motivate the top managers to work hard with the purpose of maximizing the interests of the shareholders. A large quantity of existing literature has explored the effect of the top mangers' PPS on future firm performance to a large extent, which is of great significance for setting the optimal compensation contract of the top managers. When we draw our attentions from the top managers to the frontline employees, it can be found that, as the actual creators of the firm performance, the employees have greater power than the top executives in determining firm's output, especially in the capital-or-labor intensive industries. However, till today, the effect of the employees' PPS on future firm performance has not been explored yet.
This study empirically examines the incentive effect and risk-aversion effect of the employees' PPS by testing the relation between the employees' PPS and the future firm performance, measured by earnings per share and return on assets. We attempt to answer two research questions: first, is higher PPS of the employees associated with greater financial performance, and second, whether or not the positive effect of the employees' PPS on the future firm performance is lower than that of the top executives' PPS on the future firm performance? The study focuses on Chinese state-owned enterprises because the existing literature has not fully considered the PPS's effect in the context of the state-owned enterprises in China, while such enterprises are different from the others in nature and are basically essential to the economic growth of China.
Based on the data consisting of 4365 firm-year observations drawn from the listed state-owned enterprises in Shanghai and Shenzhen Stock Exchange over 2007-2015, we find that there is a positive link between the employees' PPS and the future firm performance, which indicates that to improve the employees' PPS can stimulate the engagement of the employees, improve their working quality, enrich their workplace innovative behavior, and further lead to higher future firm performance. Furthermore, the positive effect of the employees' PPS on the future firm performance is, on average, lower than that of the top executives' PPS on the future firm performance. The contribution of this paper to the compensation literature is threefold. First, we are among the first to examine empirically the performance consequences of the employees' PPS. Despite the popularity of PPS of the top managers in existing literature, the extent to which the incentive role of the employees' PPS is effective remains unexplored. Second, we are the first to compare the incentive effect on firm performance between the employees' PPS and the top managers' PPS. Third, we add new knowledge in understanding the trade-off mechanisms between the incentive effect and risk-aversion effect of the employees' PPS in the context of listed state-owned enterprises in China, the second largest economy in the world.
Literature Review and Hypothesis
Incentive effect and risk-aversion effect of the top managers' PPS are two closely linked core concepts in the optimal contract theory, which pays attention to the design the top managers' compensation contracts effectively and the discussion on the contracts' effectiveness. The two effects run at the same time in practice, and when incentive effect exceed the risk-aversion effect, higher PPS would leader to higher firm performance; while when the risk-aversion effect dominates the incentive effect, higher PPS is correlated with poorer future firm performance.
In the opinion of the incentive effect, a higher PPS can assure the interest alignment between the shareholders, as the principal, and the top managers, as the agents, which allows the top managers enjoy the residuals claim rights just as the shareholders do [12] . Facing a higher PPS, the top managers will find it is their best choice to work hard for the maximization of firm value. As such, the top managers would like to adopt more projects with higher risk exerting their best efforts, instead of avoiding beneficial risks. Such an effect of PPS is called as the "incentive effect" [13, 14] . While according to the view of the risk-aversion perspective, too high PPS would make the top managers face too high risks, both in their income and job safety. In this case, the top managers bear too much risk transferred from the shareholders, and they would like to avoid risky projects and withdraw their innovative efforts, with the purpose of making themselves endure fewer risk exposures. As such, with the increase of the PPS, risk-aversion effect would exceed the incentive effect [4] .
From the perspective of incentive effect, the existing literature has argued that the improvement of the top managers' PPS would enhance the interests of consistency of the shareholders and top managers. Such a fact would induce the later to take on more risky projects and invest more energy in running their firms, and thus the firm value can be improved. Prior studies have provided empirical support to the incentive effect perspective.
Firstly, Abowd [13] explored the link between the top mangers' PPS and future firm performance by selecting the data of 250 American large companies over 1981-1986 as the sample adopted the two-step method. The survey results manifest that top managers' compensation is positively related to firm performance and a higher PPS of the top managers would certainly lead to a much higher future firm performance.
Secondly, Mehran [14] concluded that the top mangers' PPS is positively linked with firm performance based on the data of 153 randomly selected manufacturing enterprises over [1979] [1980] . Besides, he further demonstrated that it is the structure of the compensation rather than the level that can motivate the top managers to involve themselves in the firm running effort. The findings of this research provided strong evidence for the advocates that support the applications of performance-based incentive compensation.
Thirdly, McConaughy and Mishra [12] confirmed that, for American companies, higher PPS of the top managers would improve future firm performance to a certain degree by making a regression analysis of the top managers' PPS on the risk-adjusted ROE. However, such an improvement of the top managers' PPS is not significant for the firms originally performing well, while it is greater in the firms with underdeveloped performance in their recent history.
Fourthly, Mishra, McConaughy and Gobeli [15] made a though study on this topic by employing the listed American enterprises over 1974-1988, which came to a positive relationship between the top managers' PPS and future firm performance. What is more, with the increase of the top managers' PPS, such a positive link would get weaker and weaker. At the same time, they also found that there is a much stronger positive relationship between the top managers' PPS and future firm performance in the lower-risk firms than that in the higher-risk firms.
Finally, in China, employing the data of the top managers' compensation of the Chinese listed companies over 2002-2004 as the sample, Zhou Jianan and Huang Dengshi [16] concluded that the top executives' PPS has a positive relationship with the firms' future performance and risk-bearing behavior in the firms with higher growth opportunities, while there is a negative relationship between the two in the firms with poorer growth opportunities. Such a fact means that growth opportunities can moderate the effect of the top managers' PPS on future firm performance.
From the perspective of risk-aversion effect, a too high PPS would lead to the top managers to lower the overall operating risk of their firms with the purpose of minimizing their own risk in position safety and compensation level, while such a lower risk-bearing intention would reduce the overall value of the responding firms. On the whole, prior studies have provided rather limited empirical support to the risk-aversion perspective.
To be specific, Oded Palmon et al. [4] explored the relationship between the top executives' PPS and future firm performance by adopting the data of American large companies over 1992-2004. And contrary to the previous studies, they concluded a negative link between the two. According to their opinion, the reason for such a negative link may rely on the risk-aversion effect of the top managers' PPS. In other words, with the increase of the PPS, the risk-aversion intention of the top managers would be inspired, which would induce the top managers to reduce the whole risk-exposing level of their firms in order to assure their baseline compensation level, and thus the accompanied results would be the lower firm performance. In a similar vein, after considering the effect of the endogenous variables on the top executives' compensation, Palia [17] found insignificant positive relationship between PPS and future firm performance. Instead, he argued an insignificant negative link between the two concepts due to the simultaneous working of a positive incentive effect and a relatively stronger negative risk-aversion effect.
An ocean of existing literature has confirmed the positive effect of a higher PPS of the top managers on the future firm performance derived from the incentive effect, while only exceedingly limited scholars are still supporting the negative relationship between the two deriving from the risk-aversion effect. However, when it comes to the effect of the employees' PPS on future firm performance, how the two competing effects would play their roles? Since it is still a black-box for such a mechanism, the next part would try to reveal the link between the employees' PPS and future firm performance under the background of Chinese state-owned companies.
Firstly, before 2000s, the Chinese state-owned enterprises adopted a compensation system called as "the mess", which led to the absolute equalitarianism phenomenon whereby everyone gets the usual and fixed pay irrespective of his or her work performance. Though after 2000s, most of the state-owned enterprises in China took the reform in compensation system and performance management system which enhanced the gap between different employees with various performance, and thereafter provided a stronger link between firm performance and employees' pay, such changes didn't reach the expectations of the employees of the state-owned enterprises, especially the core staff who can account for more than 80% of the variation in firm performance determined by rank and file staff. Under this background, an increase in the employees' PPS would be appreciated by the core staff, since they have much higher confidence and capability in determining their own performance and the firm performance effectively. The remaining 80% rank and file staff may have vague or uncertain attitude towards a higher PPS, however, the positive attitude of the core staff towards it would have the essential improvement effects on firm performance.
Secondly, the so-called "Consumption Upgrading" in China has never stopped in the past two decades. Such a fact leads to a rapid increase in household consumption expenditure of employees, especially the employees who have one or two sons. For most of the employees, as the average folks, their income mainly depends on the compensation or wages paid by their firms. A higher PPS of the employees provides them with a pleasurable opportunity receiving higher compensation which can satisfy their ever-growing needs for consumption expenditure. Therefore, most of the employees would like to accept a higher PPS rather than a lower PPS, especially the core staff, who have stronger confidence in achieving higher individual performance and thus leading to higher firm performance at a high possibility.
Thirdly, a high PPS not only means the pay-firm performance sensitivity would be higher, but means the pay-individual performance sensitivity would be higher. The later would lead to a higher pay gap between highly-performing employees and poorly-performing employees. A fact is that the post-90s workers are increasingly taking the dominant part of the front-line employees, and thus firm performance is determined by the younger post-90s workers to a larger degree. Such a group manifests higher favor over competition among employees, emphasize the balance between giving and receiving to a higher degree, and enjoy a higher sense of self-achievement and a sense of distinction derived from their higher compensation compared with their peers. Here, a higher PPS of the employees would improve the possibility of satisfying such needs or favors of the post-90s workers', since a higher individual performance would enlarge the pay gap between them and others, and would further provide them with getting ever increasing compensation levels under such a higher PPS, only if they could improve their performance and their firm's performance to a large extent. By the way, the post-90s employees usually own a much stronger sense of self-efficacy than their seniors. Therefore, facing a higher PPS, they don't fare challenges and would like to embrace competitions, instead, a higher effort degree and engagement in work would be motivated by such a high PPS. What is more, incentive strength of such a higher PPS can even stimulate the innovative capability of the post-90s employees. And thus, firm performance would get better.
The last but not the least, there is a strong wage rigidity for employees in Chinese state-owned enterprises, since such enterprises not only bear the economic responsibility, but bear more social and political responsibility. In this case, there would be an implicit psychological contract between the top managers and the employees, which demonstrates that the employees' pay can be improved according to higher firm performance, while it cannot be reduced proportionately according to poorer firm performance. Otherwise, a huge number of employees of the state-owned enterprises who have been reduced their wages significantly would express their anger toward the top managers and even the local government. And the top managers would face the risk of losing their jobs or even other heavier punishments due to the social harmony issues. Hence, when a higher PPS is set for the employees, both the top managers and the employees know that when the state-owned enterprises' performance is higher, the employees' compensation would be increased essentially; while when the performance gets poorer, the employees' compensation would not be reduced to a large degree.
That is to say, a higher PPS in fact would reflect as an asymmetric change of the employees' compensation, which is beneficial to the employees. On the whole, under the background of wage rigidity of the state-owned enterprises, higher PPS of the employees would improve their work engagement and thus lead to higher firm performance.
Based on the discussion above, the following hypothesis can be put forward.
H1: The employees' PPS of the state-owned enterprises is positively associated with the future firm performance.
Since it is widely shared that the employees, on average, have higher risk-aversion intentions than the top managers do, then the risk-aversion effect of the employees' PPS is much higher than that of the top managers' PPS. At the same time, the incentive effect of the employees' PPS is relatively weaker than those of the top managers' PPS, since the links between individual employees' performance and firm performance is lower than the links between the top managers' performance and firm performance. Accordingly, it can be concluded as the follows.
H2: The positive effect of the employees' PPS on the future firm performance is lower than that of the top executives' PPS on the future firm performance. All the data are downloaded from the financial database of CSMAR. Based on the mentioned selection requirements, a balanced panel sample consisting of 4365 firmyear observations over 9 years is chosen. Spss23 is the main data processing software.
Methodology

Sample and Data
Measures
Independent variable: Employees' PPS (EPPS). Referring to the idea of Babenko [18] and considering the data availability in China, the following steps finally get the result of EPPS. (1) Step 1: The number of front-line employees (ENUM) is determined by the difference between the whole number of employees disclosed in the annual report (WNUM) and the number of top managers, i.e., ENUM=WNUM-TNUM. (2) Step 2: The total remuneration of employees in the current period (TREC) is simultaneously determined by the cash paid to and for employees (CPTE), salary payable at the end of the term (SPET) and salary payable at the beginning of the term (SPBT), i.e., TREC=CPTE+SPET-SPBT. (3) Step 3: The average compensation of the front-line employees (ACFE) is determined by both ENUM and TREC, i.e., ACFE=TREC/ACFE. (4) Step 4: EPPS is co-determined by the ACFE in the year of t (ACFE t ), ACFE in the year of t-1 (ACFE t-1 ), the earnings per share in the year of t (EPS t ) and the earnings per share in the year of t-1(EPS t-1 ), i.e., EPPS=(ACFE t -ACFE t-1 )/(EPS t -EPS t-1 ).
However, when we calculate the distribution characteristics of EPPS, the kurtosis, skewness and variance all manifest that EEPS follows an excessive skewed distribution which is far away from the normal distribution. Besides, the P-P Diagram Test confirms such a result, too. Therefore, according to Zhang Changzheng & Mu Xin [19] , further transformation of EEPS is needed to ensure the validity of the regression results.
Since the dimensions of (ACFE t -ACFE t-1 ) and (EPS t -EPS t-1 ) are extremely different, we try to translate them into a unified dimensionless. To be specific, when (ACFE t -ACFE t-1 ) is positive, after sorting the sub-sample by it, (ACFE t -ACFE t-1 ) of the firms located over top 20%, top 40% to 20%, top 60% to 80% and below top 80% is respectively marked as 5, 4, 3, 2 and 1; While when (ACFE t -ACFE t-1 ) is negative, after sorting the sub-sample by it, (ACFE t -ACFE t-1 ) T of the firms located above top 20%, top 40% to 20%, top 60% to 80% and below top 80% is respectively marked as -1, -2, -3, -4 and -5. In the same logic, (EPS t -EPS t-1 ) T can be categorized into -1, -2, -3, -4, -5, 1, 2, 3, 4 and 5. The final transformed EPPS (EPPS T ) can be known based on the ratio of (ACFE t -ACFE t-1 ) T to (EPS t -EPS t-1 ) T .
Dependent variable: Future firm performance. Following Nyberg et al. [20] , return on equity in the year of t+1 (ROE t+1 ) is adopted as the measure of future firm performance.
Control variables: Referring to the existing literature on the antecedents of firm future performance [4, 15, 21, 22, 23, 24] , considering the data availability, the following factors are selected as the control variables. (1) SIZE is the natural logarithm of total assets; (2) DEBT is the asset-liability ratio; (3) BOARD is the number of the directors; (4) RID is the ratio of the independent directors to BOARD; (5) DUAL is 1 when CEO and Chairman are taken by the same character, otherwise DUAL is 0; (6) AGE is the real CEO age measured by years; (7) TENU is the tenure of the CEO measured by months; (8) RFE is the ratio of female executives to the number of the top managers; (9) RFS is the ratio of the first shareholder's share to total shares; (10) BDS is the ratio of the sum of the second to the ninth largest shareholders' share to the first shareholder's share; (11) RMS is the ratio of the top managers' shareholdings to the total number; (12) EAST is set as 1 when the firm is registered in the eastern regions in China, otherwise, EAST is set as 0.
Analytical Technique
In this study, we construct a regression model based on OLS shown in Model 1, which contains an explanatory variable (EPPS T ), a dependent variable (ROE t+1 ) and thirteen control variables. (1) In Model 1, if β1is significantly positive, then we can draw a conclusion that the employees' PPS (EPPST) does positively determine future firm performance (ROE t+1 ).In other words, H1 can be tested to a large extent.
RFE TENU
Referring to the definition of Lee [25] and Nyberg et al. [20] , the top managers' PPS is calculated as the ratio of Δ (logarithm of the top mangers' total compensation) to ΔEPS. If the result is positive, the top managers PPS (TMPPS) is set as 1, otherwise, TMPPS is set as 0. To replace EPPST with TMPPS, and replace ROE t+1 with EPS t+1 in Model 1, Model 2 is constructed. (2) In Model 2, if β1is significantly positive, then we can draw a conclusion that the top managers' PPS (TMPPS) does positively determine future firm performance (EPS t+1 ). If β1 is Model 2 is obviously higher than that in Model 1, then H2 holds. Table 1 manifests that the mean value of employees' PPS (EPPS T ) is 0.138, which demonstrates that the employees' compensation is actually positively related to firm performance of the former period, however, the sensitivity is rather weak in its strength. For example, if we adopt the same measurement method to calculate the top managers' PPS, then the mean value would be 0.263, which is nearly twice as much that of employees' PPS. It can be seen that on the whole the PPS of the top managers is relatively higher than that of the employees in the stateowned enterprises of China, and the top managers bear higher risk of their rewards. The mean value of ROE t+1 is 7.1%, which is higher than that of the non-state-owned enterprises. Hence, the state-owned enterprises economically perform better than the other enterprises in China. Besides, the mean value of the ratio of female executives is 12.7%, the mean value of CEO age is about 50 years, the mean value of CEO tenure is about 33.31 months, the mean value of the ratio of independent directors is 36.6%, and about 9.1% firms choose the same character as the CEO and Chairman.
Results
Descriptive Statistics and Correlation Analysis
According to Table 1 , there is a significant positive relationship between ROE t+1 and EPPS T (Coefficient=0.035, P<0.05), which preliminarily confirms this hypothesis. And most of the control variables are significantly correlated with ROE t+1 , which means that the selection of the control variables is of excellent rationality. What is more, all the coefficients among the research variables are below than 0.5, which means that the multiple collinearity problems in this study are acceptable. Besides, the link between firm size and ROE t+1 is the strongest, while there is no significant relationship between CEO tenure and ROE t+1 , which needs further exportation in depth.
Test on H1
In order to test H1, Model 1 is executed by applying the sample mentioned above, and the regression results are shown in Table 2 . Table 2 manifests F value of Model 1 is 21.531 and its significance level is 0.000, which mean that the regression validity, i.e., the goodness of fit of Model 1, is acceptable, and this model can explain the variance of future firm performance (ROE t+1 ) to a large extent. Results manifest that EPPST is positively related to ROE t+1 (Beta = 0.030, T = 2.059), which means that the employees' PPS would improve the future firm performance. In other words, the incentive effect of PPS dominates over its risk-aversion effect of employees in the state-owned enterprises in China. H1 holds.
Besides, among the control variables, SIZE, RFE, RFS, BDS and RMS are all positively related to ROE t+1 , which means that firm size, the ratio of female executives, equity concentration degree, equity balance degree and share-holdings of top executives can improve future firm performance. On the whole, the above results are consistent with the existing literature; DEBT and RID are both negatively related to ROE t+1 , which means that the asset-liability ratio and the ratio of independent directors both have negative effects on future firm performance. The results manifest that the utilization efficiency of debt funds of the state-owned enterprises is rather financially-challenged, and the independent directors have not performed their responsibilities effectively; BOARD, DUAL and EAST all have no significant relationship with ROE t+1 , which means that the board size, CEO duality and being located in the eastern China have nothing to do with future firm performance.
Robustness test on H1 a. Robustness test on H1 based the measurement of the employees' PPS
Referring to the view of Lee [25] and Nyberg et al. [20] , the employees' PPS is calculated as the ratio of the change of TREC's logarithm to the change of EPS. If the result is positive, the employees' PPS (EPPS01) is set as 1, otherwise, EPPS01 is set as 0.
To replace EPPST with EPPS01 in Model 1, Model 1* is constructed. Regression results of Model 1* are shown in Table 3 , which indicates that the coefficient of EPPS01 on ROE t+1 is still significantly positive (β=0.075, *. Correlation is significant at the 0.05 level (2-tailed).
The full names of the abbreviations can be seen in 3.2. P=0.000), which means H1 still holds.
Referring to the method of Takao & Kubo [26] and Kampkötter [27] , the employees' PPS is calculated as the ratio of the change rate of employees' total compensation to the change rate of firm performance (EPS). To be specific, the employees' PPS (EPPSR) can be expressed by "[(TREC t -TREC t-1 ) / TREC t-1 ] / [(EPS t -EPS t-1 ) / EPS t-1 ]".
To replace EPPST with EPPSR in Model 1, Model 1** is constructed. Regression results of Model 1** are shown in Table 4 . According to Table 4 , the coefficient of EPPSR on ROE t+1 is still significantly positive (β=0.026, P=0.063). Hence, all the three measurement methods adopted in this study confirm H1.
b. Robustness test on H1 based the measurement of the future firm performance
To replace ROE t+1 with ROA t+1 in Model 1, Model 1*** is constructed. Regression results of Model 1*** with the whole sample are shown in Table 5 . According to Table  5 , the coefficient of EPPST on ROA t+1 is still significantly positive (β=0.031, P=0.024). H1still holds when the measurement of future firm performance is changed into Table 6 . According to Table 6 , the coefficient of EPPST on EPS t+1 is still significantly positive (β=0.025, P=0.070). H1still holds when the measurement of future firm performance is changed into EPS t+1 .
Test on H2
Regression results of Model 2 are shown in Table 7 . According to Table 7 , the coefficient of TMPPS on EPS t+1 is significantly positive (β=0.073, P=0.000). To compare the results of the coefficient of TMPPS in Table 7 and the coefficient of EPPST in Table 6 , it can be known H2 holds.
It is worth mentioning that when we respectively input all the dummy variables of years and industries into Model 1, Model 1*, Model 1**, Model 1***, Model 1**** and Model 2, all the links between the employees' PPS and the future firm performance would not change. In addition, the results of Model 1**** and Model 2 would get even more significant. Due to the paper length limitation, the detailed tables on such regression results are omitted. 
Discussion
General Findings
Facing the research gap in exploring the link between the employees' PPS and the future firm performance under Chinese context, a well-designed balanced pane data consisting of 4365 firm-year observations of Chinese listed state-owned enterprises over 2007-2015 is employed, and the multiple regression analysis based on OLS is adopted with SPSS23 to investigate how the incentive effect and risk-aversion effect of the employees' PPS would affect the future firm performance. Empirical results manifest that the employees' PPS can enhance the future firm performance, which is consistent with our hypothesis. In this logic, the four potential paths of higher employees' PPS to improve the future firm performance should be correct. However, the standardized coefficients of the employees' PPS on the future firm performance in Model1 to Model6 are rather low, which mean that in practice the incentive effect of the employees' PPS is rather weak. And such a weak incentive effect doesn't reach the expectations of the researchers and policy-makers. The potential reasons for this fact, except for the possible risk-aversion effect of the higher employees' PPS mentioned at the beginning of the paper, may rely on the nature of the state-owned enterprises heavily. To be specific, most of the state-owned enterprises in China operate in natural monopoly industries or policy monopoly industries, where firm performance is essentially determined by their monopoly situation and top managers' strategic planning to a larger part, while leaving less performance improvement room for the employees to strive for. In this case, the incentive effect of higher employees' PPS would be rather weak for most of the rank and file staff, except for the limited core employees who have strong confidence in improving firm performance and realizing their self-worth.
Besides, compared with the incentive effect of the top managers' PPS, the incentive effect of the employees' PPS is relatively weaker. The possible two reasons can potentially explain such a result. One is that, compared with the employees, the top managers have much stronger capability and influence in determining the future firm performance, which confirms to the basic assumption of the Upper Echelons theory. On the other hand, the top managers are more willing to take higher performance risks than the rank and file staff, because they generally have a stronger sense of responsibility and a higher capability of accountability.
Theoretical Contributions
There are three theoretical contributions derived from the results. First, we confirm and clarify the positive performance consequences of the employees' PPS for the first time, which enriches the theoretical framework of compensation incentive mechanisms by extending the application levels of PPS to the front-line employees. Theoretical analysis confirms that a higher employees' PPS would be beneficial to the future firm performance for the Chinese listed state-owned enterprises. In other words, the incentive effect of the employees' PPS dominates over the risk-aversion effect.
Second, we are the first to compare the incentive effect on firm performance between the employees' PPS and the top managers' PPS. Empirical results suggest that the positive effect of the employees' PPS on the future firm performance does not reach the theoretical expectations, and it is weaker than the positive effect of the top managers' PPS on the future firm performance. However, the dark side of the so-called incentive effect cannot be ignored. A more recent study by Yu-Ju Chen et al. [28] argued that managers and employees with too high PPS, which means higher incentive effect, will engage to making risky decisions which may harm firms' value in the future. Therefore, it seems that compensation committee should redesign managers' compensation contract for limiting their risk-taking behavior. Third, we add new knowledge in understanding the trade-off mechanisms between the incentive effect and risk-aversion effect of the employees' PPS in the context of the listed state-owned enterprises in China. According to Horovitz and Thietart [29] , who argued that the validity of internal performance management system is the key to align the objectives of the employees facing higher incentive compensation with the improvement of firm performance, the new knowledge found in this paper indicates that on the one hand, the employees in Chinese listed state-owned enterprises hold positive attitudes towards risk, and on the other hand, the validity and correctness of the performance management system in such enterprises are getting better and better.
Practical Implications
Based on the conclusions, the following suggestions can be proposed. (1) To improve the employees' PPS to a greater degree, since at present higher PPS would improve the future firm performance; (2) To improve the diversity of employees' rewards by providing them with more delayed salary, long-term salary or equity salary, since cash compensation itself cannot effectively align the long-term interests objects between the employees and the firm; (3) To perfect the performance management system inside the state-owned enterprises, since unreasonable performance evaluation would do harm to the incentive effect of the higher employees' PPS; (4) To endow the employees with higher job discretion and promote the participatory management, which can satisfy the employees' senses of achievements and self-worth, and further improve their engagement in their jobs and stimulate them to execute more innovative workplace behavior.
Limitations and Directions for Future Research
Future research should further explore the following topics: First, the paper only focuses on the state-owned enterprises, while leaving the non-state-owned enterprises unexplored. The future studies should expand the samples into more types of enterprises, and attempts to describe and compare the effects of the employees' PPS on future firm performance between the state-owned enterprises and the other enterprises, or between the manufacturing enterprises and the non-manufacturing enterprises. Second, the paper takes the all the employees as a whole, however, different types of employees would have various attitudes towards a higher PPS. Hence, the future studies can categorize employees into multiple types, and compare the effects of PPS on future firm performance among different types of employees, e.g., sales staff VS production staff, or core staff VS general staff.
